TAX CREDITSVOUCHERSTO INCREASE EMPLOYMENT BASED
COVERAGE

(Appendix 1)
Overview

Cadlifornia has a low rate of employment based coverage, especially in comparison to the
rest of the country.! In 1999, Californians were 6.6 percentage points less likely to
receive employment based health insurance than the average American.?

Employment based coverage is the dominant form of coverage for working Californians.
Employment based coverage is purchased with a pre-tax dollar and encompasses a series
of significant cross subsidies from younger to older, heathier to sicker and higher wage
to lower wage workers.® The tax subsidies for employment based coverage do not assure
affordability for those employers with a high percentage of low wage employees. Pre-tax
purchasing of employment based coverage subsidizes about a third of the cost of
employment based coverage and up to half the costs of coverage for high wage earners.*
It is poorly designed to provide affordable coverage for low wage workforces, as it
subsidizes less than 10% of premiums for low wage workers. As a result the average cost
of coverage for an individual employee is over 20% of the wages of a minimum wage
employee and the average cost of family coverage is over 50% of the annual wage of a
minimum wage workers.> See Charts 1 and 2 attached.

For the most part Californias uninsured are young, low-income workers; 65% are under
age thirty; over two-thirds have incomes under 200% of the federal poverty level; and
over 80% are employed or dependents of an employee.® Latinos, young adults and
immigrants have very high ratios of uninsured (over 40%), high workforce participation
rates and face federal and state obstacles to participation in public programs.’

In genera enrollment through the workplace s easy; employee participation rates are
high even for low wage workers, and coverage is highly valued.® California’s non
citizens work long hours for low wages, and frequently without health insurance; nearly
half are uninsured.® Restrictions on public coverage for many of the state's immigrants
place a premium on developing alternative basic affordable private coverage through the
work place for immigrant workforces -- the working backbone of many segments of
California’s economy. *°

Cdifornia has a broad range of industry types, which differ widely by average firm size,
average pay and the rates at which they offer health coverage. Retail trade had
approximately the same wage levels as reported for agriculture, but a far higher rate of
employer offering.
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EMPLOYMENT, PAY and OFFER RATES!!

Type of industry Number of Average monthly Average annual pay Rate of offering by
establishments employment industry type?

Agriculture 37,000 509,000 $18,000 46%

Construction 70,000 680,000 $37,000 61%

Manufacturing 57,000 1,915,000 $50,000 85%

Transportation and 31,000 706,000 $46,000 90%

utilities

Wholesale trade 72,000 811,000 $46,000 78%

Retail trade 165,000 2,387,000 $20,000 71%

Finance, insurance 76,000 817,000 $55,000 86%

and real estate

Services 500,000 4,352,000 $37,000 74%

Federa government 271,000 $45,000 99%

State government 391,000 $42,000 99%

Loca government 1,505,000 $37,000 99%

We reviewed wage compositions for two industries, with below average rates of offering
coverage: the construction industry and the services industry. Within the construction
category, there was a relatively narrow variation in average pay by type of construction
firm.2® The construction industry has a large proportion of very small employers and a
high rate of employees shifting from job to job.'* The services category encompassed a
wide range of industry types with wide variations in average pay and firm size as
displayed below.

SERVICE INDUSTRY, PAY and EMPLOYMENT®

Type of industry Number of Average Average Average annua
establishments | number of monthly pay
employees employment

Hotels and motels 5,800 32 187,000 $20,000
Beauty shops 8,000 45 36,000 $14,000
Building maintenance 5,800 155 90,000 $15,000
Automotive services, except repair 4,000 10 41,000 $17,000
Motion pictures 12,000 16.6 200,000 $55,000
Hospitals 984 334 329,000 $38,000
Legal services 22,000 5.5 121,000 $65,000
Educational services 7,000 26 183,000 $29,000
Child day care 7,000 7.5 53,000 $16,000
Engineering and management 47,000 9.4 442,000 $58,000
services

Private households 173,000 9 151,000 $10,000

There is a reported difference between the offer rates of construction, durable
manufacturing and non-durable manufacturing.'® As displayed above, manufacturing has
larger average firm size, higher average annual pay and a higher offer rate than the
construction industry. We reviewed average hourly wages and hours worked between
construction and manufacturing and within the manufacturing sector. Construction had
higher hourly pay rates and lower hours worked; we assume construction aso has fewer
weeks worked annually than manufacturing due to shifting job sites. Durable and non
durable manufacturing each included industry types with higher and lower rates of pay.
The apparel industry had particularly low rates of pay.

SB 480 Paper: Appendices p.2




WAGES in the CONSTRUCTION and MANUFACTURING INDUSTRIES?

Type of industry Hourly rate Average hours worked
Construction $23.02 36.7
Manufacturing $15.32 40.6
Durable

Lumber and wood products $12.02 40.9
Furniture and fixtures $11.04 38.7
Computer and office equipment $18.98 39.4
Motor vehicles $18.55 41.9
Aircraft $21.33 429
Non durable

Meat products $10.68 2.7
Apparel $8.98 39.4
Petroleum refining $28.04 45.3
Movieproduction $33.71 34.9

We reviewed the composition of California's workforce by employer size and wages:
11% work for employers of less than 10, (where reported offer rates for health
coverage are less than 50%)

27% work for employers from 10 to 50 employees,

30% for employers from 51 to 250 and

32% for employers with 250 or more employees (where reported offer rates for
coverage are about 100%). '8 See Chart 3 on offer rates by firm size attached.

Mean wages in California are $18 an hour; the 25" percentile is $9; the 75" percentile
was $23 in the year 2001.2° Cdlifornia's minimum wage is $6.25; about one million
workers (about 8% of employees) made the minimum wage or less in 1999. Half of
minimum wage workers are under age 25, and two thirds are younger than 35. Nearly
half of minimum wage workers are Hispanic; Hispanics had the highest reported rate of
minimum wage workers -- 15%,%°

The reported offer rates for health coverage were 58% for employees making less than
$9.50 an hour, 87% for employees making between $9.50 and $14.25, 89% for
employees making between $14.26 and $19.00 and 95% for employees earning more
than $19,00 an hour.? In 1999, the highest 10% of salaried workers made $30 an hour or
more. One third of the state's workers make wages of less than $12.50 an hour or $25,000
annually.??

Poverty L evels and their Relationship to the State Minimum Wage®®

Poverty Poverty State Poverty Poverty 200% of | 200% of | Twice 200% of
level level minimum level leve poverty poverty state poverty
family of | family of | wage family of | family of | family of | family of | minimum [ family of
one two three four one two wage three
$8,950 $11,610 $12,500 $14,630 | $17,650 | $17,900 | $23,220 | $25,000 $29,260

California has experienced increases in health coverage “ offer” rates by small employers,
and more low wage workers are now receiving private coverage through their employers.
This is due to rising wages, not to increasing offer rates for low wage workers. The offer
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rate did not improve (in fact it declined) for low wage workers.>* Many pedict that
employment based coverage will again decline in response to rising health plan premiums
and the slowing economy. %

California’s uninsured are concentrated among smaller and predominantly low wage
workforces.?® California's low wage workforces and small employers need both effective
group purchasing?’ and premium subsidies efficiently targeted to the uninsured.

REFUNDABLE TAX CREDITSVOUCHERSTO INCREASE THE OFFER RATE FOR
SMALL EMPLOYERSWITH LOW WAGE WORKFORCES

a. Research

Californias offer rates for very small businesses (10 employees or less) are particularly
low -- about 50% as compared to nearly 100% offer rates by large businesses. Average
pay steadily increases with firm size; the smallest average pay was for employers of 5-9
employees, and the largest was for employers of over 1000 employees, the pay
differential was about 50%.°°

Offer rates (about 20%) for small employers (2-200) with a high percentage of low wage
workers (full time workers making less than $20,000 annualy) were one third the
reported offer rates for al employers.?® A tax credit targeted to this group of employers
could be cost effective if substantial numbers of the firms not now offering coverage can
be induced by the subsidy to initiate coverage. See Charts attached.

Uninsuring employers report that the primary reasons that they do not offer coverage are
affordability, affordability, and affordability.*® While no definitive research has been
done to quantify the response of employers to different levels of subsidy, the employer
and employee responses to Sharp Health Plan's Focus product (which has a 50%
premium subsidy) have been very strong. 3!

If we fail to increase employer offer rates for low wage workers in California,
government's 100% cost of care and coverage will be substantial. There are a number of
options a state can use to increase employment based coverage. These include public
program buy ins, premium subsidies through purchasing pools, heath plan subsidies
either in the form of reinsurance or relief from state mandates on covered benefits and
refundable tax credits. None of these approaches has been more notably successful than
the others. lowa has had the most successful public program buy in (8500 participants),
and Arizona had success with reinsurance (3610 small firms). Kansas reported 62 newly
insuring firms responding to a small employer tax credit and Massachusetts reported 800
firms small firm enrolled in a premium subsidy program. 32

States such as Washington (130,000 enrollees), Minnesota (117,000) and Wisconsin
(65,000) have had strong success with individua enrollment in premium subsidy
programs, but report very little employer take up of employer premium subsidies.®® Local
plans in Wayne County, Michigan (1,977 small businesses), San Diego (216 small
businesses) and Muskegon County, Michigan (155 small and midsize employers) have
reported substantial success in attracting employer enrollment. The philanthropic
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premium subsidy for FOCUS in San Diego was 50% while the two Michigan sites had
33-40% public premium subsidies.>*

CSBA (California Small Business Association) has conducted survey and focus group
among Californiads small employers, which indicates that small employers are
significantly more receptive to refundable tax credits than to MediCal program buy ins
and were typicaly unaware of the Healthy Families program.® There are ranges of
approaches introduced in the California legislature to provide public subsidies to increase
employment based coverage; they divide between tax credits and employer premium
subsidies through a purchasing pool. *°

California has two purchasing pools for small employers each with about 150,000
enrolled lives. Most small businesses are unaware of the pools, and their penetration in
the small employer market has been less than expected.®’ Distributing premium subsidies
to employers through existing purchasing pools is appealing due to the administrative
efficiencies, but it may fail to reach most of the employers we would wish to target
because participation rates in the existing pools are a small percent of the market.

b. Premium subsidy

Employer tax credits have to be set at high enough levels to cover a substantial portion of
the cost of coverage in order to induce participation by uninsuring employers,®® and allow
low wage employees to take up employer coverage. Challenges include: 1) calculating
the size of the credit sufficient to induce offering; 2) designing a sufficiently targeted tax
credit to be an efficient financia vehicle to increase employment based coverage;® 3)
making it ssimple enough for small employers to use without access to sophisticated tax
accountants, and 4) timing the credit to meet employers premium payments. An
unappreciated advantage of a well targeted employer tax credit is that it reaches
uninsured workers not otherwise eligible for federal and state public programs and has
radiating impacts -- i.e. the employer offers coverage for those with the credit and those
without.

ITUPs proposa is that the premium subsidy (via refundable tax credits or vouchers)
should be 50% of the premium. We selected that level because it has been successful in
San Diego and is the current tax subsidy for the best paid employees. The Michigan pilot
sites appear to have had enrollment success with 33-40% premium subsidies however the
Robert Wood Johnson pilot projects had less success with 10-25% premium subsidies.*°

The targeted subsidy would be 50% of the premium for those employees making less
than twice the state's minimum wage. For employees at twice the state's minimum wage,
the average cost of family coverage is dlightly under 25% of wages and the average cost
of individual coverage is dightly less than 10% of wages. This targets the premium
subsidy to those employees with the highest degree of unaffordability and least subsidies
through pre-tax purchasing.

The premium subsidy should be carefully targeted and equitable i.e. it must focus on
increasing employment based coverage where offer rates are low and treat new offerors
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and current offerors the same. A tax credit would be most cost effective if targeted to
uninsuring small employers; however it creates a serious equity issue to subsidize a non
offering employer while excluding its competitor down the street who already offers
coverage. Focus groups and workshops on this issue conducted by California Small
Business Association indicate that "equity” will be essential in explaining tax credits to
small employers.

We recommend targeting subsidies to those employers with from 2-250 full time
equivalent employees where at least a third of the workforce earns wages of less than
twice the state's minimum wage ($12.50 an hour). The research suggests that only 20% of
employers of less than 200 employees with at least athird of their workforce making less
than $20,000 annually offer coverage. ** However as will be discussed, a large universe
of employers meets this definition.

Our research found that one third of the state workforce makes less than $12.50 a year
and two thirds of al workers work for employers of less than 250 employees. We were
not able to determine the numbers of employers meeting our proposed target definition.
The Employment Development Department indicates that it maintains and reports data by
employer size and average wages, but they do not maintain and report data that indicates
the wage composition of a given employer's workforce. 4

Ninety nine percent of al California employers have fewer than 250 employees and two
thirds have fewer than 10 employees. Since offer rates and average wages increases with
firm size, we considered setting the employer cut off size at 10 or at 50 employees. We
recommended the larger definition of employers of 250 employees or less in order to
reach mid sized employers with large numbers of low wage uninsured employees. Setting
the target size too low may reach too few of the uninsured and create undue incentives to
stay small.** However it would be more cost effective for California to target employers
of asmaller size.

We investigated setting the subsidy target for those employers with low average wages.
For example the agriculture industry's average wages were only $18,000 annually ($9.00
and hour). However half of agricultura employers aready offer coverage. Targeting the
subsidy by average wages would be equitable but would be less cost effective than our
suggested target.

We considered and then rejected targeting employer subsidies by the employee's family
income. Thirty percent of all Californians have incomes below 200% of FPL and this
group of employees has the highest rate of lack of coverage. Employers, however, do not
know family income, and this is not information that employees would want shared with
their employer.

We propose tying the subsidy to the Knox/K eene basic benefits package with the addition
of prescription drugs; this is equivalent to the coverage of virtually all employer plans.**
Some will argue for fewer benefits so that more plans would qualify and others for more
benefits to be comparable to MediCal coverage. We recommend adding prescription
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drugs to the Knox Keene basic benefits plan® as it is impossible to practice modern
medicine without them and impossible for low wage workers to afford prescription drugs
out of pocket. The Knox Keene statute setting forth basic benefits does not limit the size
of health plan copayments, which could make low wage subscriber's access to services
difficult in plans with high patient copays.

Over the years, the Knox Keene Act and the Insurance Code have been encrusted with a
series of benefit mandates; these include mandates to offer and mandates to cover
specified benefits and mandates to include certain types of providers.*® We requested
estimates of the added cost of these mandates, and one plan with experience in both the
self insured and insured markets suggests the added cost is 6% of premium. We
recommend no new mandates, a careful review of the health and cost benefits of existing
mandates and pilots testing the cost and employer responsiveness to basic coverage
without the supplemental mandates.

EDD (Employment Development Department) and FTB (Franchise Tax Board) will need
to collaborate to administer the subsidy for most small employers. EDD collects
employer and employee payroll taxes, and FTB collects and administers the Bank and
Corporations tax and individual income tax. Employers would self certify their eligibility
for the credit and be audited and computer cross checked by FTB and EDD for
compliance.

EDD and FTB receive information from employers and the self employed quarterly; it is
possible therefore to time the tax subsidies from the tax agencies to meet quarterly health
plan premiums. However, there is a lag time of up to four months in compiling the tax
information for those (mostly small employers) who submit their taxes manually as
opposed to those who submit their tax information electronicaly.

FTB points out that many small employers pay no tax other than the $800 Bank and
Corporations tax and that some of the state's self employed pay only the minimum tax.
Employers typically also pay sales, property and utility taxes. To reach many of our
target uninsuring employers, the tax credit needs to be refundable; this will require a state
General Fund Appropriation.

Several small non profit agencies point out that they are typically not benefited by tax
credits but have the same health insurance affordability problems as any other low wage
small employer. We recommend that they receive a premium subsidy as well in the form
of avoucher for 50% of the cost of coverage of their low wage employees.

Both state tax agencies point out that refundable tax credits can and have posed fraud
problems. One potential solution is to make the refundable tax credit in the form of a
voucher, which can only be used by the employer to purchase basic health plan coverage.
This obviates the need to cross check the employer's purchase of basic health coverage.
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EDD points out that it collects the Unemployment Insurance (Ul) and State Disability
Insurance (SDI) taxes which are dedicated to those programs. This proposal does not
suggest arebate of either the Ul or SDI taxes.

FTB points out that many small and mid sized employers are subsidiaries of larger
corporations. FTB is able to distinguish between small business subsidiaries and stand
aone small employers, we do not recommend subsidies for coverage offered by
subsidiaries.

Ideally the health insurance premium subsidy should phase down and out as businesses
grow in size and wage levels improve. We concluded this is too complex to design and
model for the purposes of this paper.

We recommend that the approach should be thoroughly reviewed after three (five) years

to determine its cost efficiency*’ at covering uninsured workers and include a sunset if a
targeted increase in employment based coverage is not achieved.
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REFUNDABLE TAX CREDIT/VOUCHERS TO INCREASE THE TAKE UP
RATE BY LOW WAGE WORKFORCES FOR FAMILY COVERAGE

(Appendix 2)
A. Research

California has lower levels of employee contributions ($20 per employee per morth for
employee only coverage and $113 per month for family coverage) and a higher take up
rate (nearly 90%) than the national averages.*® Family coverage is typically three times as
costly as employee only coverage, and employee premium shares are usually a higher
percentage of family than individual coverage.

The projections are that employees share of health premiums will increase as health costs
rise faster than wages, profitability declines, unemployment increases, and the economy
moves into a recession.*® The California Budget Project reports that average wages for
low and middle income Californians fell after adjustment for inflation from 1989 and
2000, and that low and middie income employees worked significantly longer hours to
make up for the decline in their hourly wages.®® Medoff et . point to a two decade long
squeeze on wages, benefits and increasing shares of premiums for low wage workers.>*

There may be as many as one million uninsured Californians who are offered coverage
but decline it.
In 1996, 17% of uninsured persons with incomes below poverty were offered but
declined employer sponsored health insurance and
28% of the uninsured with incomes between 100 to 200% FPL were offered but
declined employer sponsored health insurance. °2
Several commentators have pointed out that declines in employee take up rates of offered
coverage were offsetting gains in employer offer rates.®® These trends may be
exacerbated during the recent economic slowdown.

Does Cdlifornia have an affordability problem for low wage employees? We calculated
employee premium contribution averages as a percent of employee incomes. We used
two standards of employee wages to calculate affordability: 2% of wages (the AIM
contribution schedule) and 3% of wages. At two percent of wages, all individuals making
a least the state minimum wage on a full time, full year basis can afford the average
employee share of individua premiums. In other words, working individuals with
incomes above 133% of the federa poverty level do not spend more than two percent of
wages on the average employee contributions for individual coverage.

However our calculations of affordability of premiums for low income working families
produced very different results. Using 2% of family income as our benchmark, working
families with incomes below $60,000 experience affordability problems. Using the 3% of
family income as our benchmark, families with incomes below $45,000 (which equals the
median family income) experience affordability problems. Roughly helf of all familiesin
Cdlifornia pay more than 3% of family income for health insurance premiums. Using
these benchmarks, California has a very extensive affordability problem for below
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median income working families with and without health coverage, but not for low wage
working individuals (unless they have incomes below 133% of the federal poverty level).
See Chart 6 attached. High income employees have the ability to secure substantial tax
subsidies for their share of premiums through an Internal Revenue Code §125 account;
due to their low incomes and low income tax rates, low wage earners get little help from
this source.

But does this level of an affordability problem affect the take up rate for employer
offered coverage? Apparently it does, but it cdbes not affect it as much as one might
expect. The take up rate falls from 97% for workers making over $19 an hour to 73% for
workers making less than $9.50 an hour.>* A study from the Urban Institute found that
California's low wage Hispanics experience an offer problem (i.e. they are not offered
coverage), but even the lowest wage Hispanic workers have a high take up rate. These
low age working individuals value coverage even in the face of family coverage
contribution requirements that may run up to 10% of income.

Urban Institute Findings on Offer and Take Up Rates For Low Wage Hispanic
Workers®®

Offer rate, Offer rate, Take up rate Take up rate

wages $7.50 or less wages $7.50-$15.00 wages $7.50 or less wages $7.50. $15.00
(%$15,000 or less

annually)

3B% 68% 80% 84%

Referring to average employee contribution levels masks the affordability problems
actually experienced by some low wage working families as not al employers pay the
average. A recent study by the California Small Business Association illuminates this
problem. Small employers responding to the survey report their typical contribution
requirements for employee only coverage are 75-100% of premium; their contributions
for family coverage averaged 50%. Small employers reported a bi-polar distribution of
contribution levels for family coverage -- 40% of offering small businesses report paying
80-100% of family coverage and 40% report paying 0-20% of family coverage.>®

Research is needed to determine the make up of the employees who decline coverage, for
what reasons and their potential responsiveness to a premium subsidy. Two recent studies
shed some light on the take up problem. Howard Greenwald et a, report that the
dominant reasons for lack of coverage for working Latinos are the cost of coverage and
the lack of an employer offer; however the study found 14% of respondents who do not
"value' coverage; many were workers who had never had coverage.®” Jll Yegian
investigated the willingness of uninsured individuals with incomes over 200% of FPL to
purchase individual coverage; she identified a somewhat larger subset of 30% of the non
poor uninsured who did not value coverage.®® Many in the provider community refer to
this group as the young immortals (most typically young males) who do not use health
services or value coverage until an emergency event occurs.
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In summary, affordability for low wage employees is a problem for both the insured and
uninsured, but take up has not yet emerged as the most serious problem. The value that
individuel employees place on health coverage may be connected to affordability, the
individual's demographic profile and the design of employee contributions. Employee
premium contributions are typically based on a percentage share of the employer's
composite rate. This design of employee contributions cross subsidizes from young and
healthy employees who have a low likelihood of using hedth services to older, often
better paid employees with more significant assets -- who for these reasons may place a
higher value on health coverage. We recommend that the employee share of premiums be
based on a percentage of employee wages, rather than a percentage of employer
premiums; this can be done in a cost neutral fashion. The following chart is an example
of structuring employee premiums based on wages versus based on a percent of
premium; for purposes of illustration we increased wages with age in a four employee
firm.

STRUCTURING PREMIUM CONTRIBUTIONSBASED ON PERCENT OF WAGES OR
PERCENT OF PREMIUMS

Average Employee Employee Employer Age rated | Average
Monthly contribution (33% | contribution contribution (67% | Premium premium
Salary of average | (2% of wages) | of average

premium) premium)
$800 $40 ($16) $80 $90 (under age | $120

30)

$1600 $40 (332 $30 $105 (over 30) | $120
$2400 $40 ($48) $30 $125 (over 40) | $120
$3200 $40 ($64) $30 $160 (over 50) | $120
B. Proposal

ITUPs proposa is to target low wage uninsured working families who must pay more
than a designated percentage (e.g. 2-3%) of family income for employer sponsored
family coverage. The challenges are to 1) design an effective tax credit to help the lower
wage working family with an inordinate share of family income devoted to family
coverage without inducing employers to reduce their contributions; 2) make the credit
refundable and timed to the employee's monthly contributions; and 3) sufficiently target
the credit so that it does not unduly subsidize those who need no subsidies. We
investigated two adternatives. a refundable state tax credit and the Healthy Families
purchasing credit.

The federal government has a refundable Earned Income Tax Credit (EITC) and a child
care tax credit. California has a refundable child care tax credit. The federal EITC
included a component to pay for headth coverage, which was dropped, as it proved
unworkable.®® EITC is used by 2.4 million Californians; the average pay out is $1601 and
the income limits are $10,380 for a single adult, $27,813 for one child and $31,152 for
two or more children.®® It was not workable to pay health premiums through the EITC in
part because EITC is payable once a year, while employee's share of premiums are
deducted monthly. It may be possible for California to "piggy back" a refundable health
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insurance tax credit on top of the federal EITC, but it would not reach the employees
when they need it -- in their monthly paychecks. There are several suggestions how to
correct this timing problem. Some involve advancing part of the refundable credit
monthly through the employee's tax withholding and the remainder at the end of the year
when the household's family income and tax liability is reported.®* EITC is based on
family income, while payroll tax deductions are based on an individual employee's
wages, which often are only a portion of household income.

Federal and state child care tax credits reach both low and higher income families,
decreasing in vaue as family income increases and phasing out at $100,000 adjusted
gross income. Could we model an employee health insurance credit similar to the child
care tax credit? The differences between employees child care costs and their share of
health insurance premiums are substantial: child care costs at least four times as much;
employees can not go to work without it, and few employers contribute.

To provide a monthly or quarterly, refundable tax credit for low income employees share
of employer health premiums in California would require the cooperation of EDD, the
Franchise Tax Board, the employee and the employer. FTB receives the information on
family incomes as individuals file their annua tax returns. EDD receives information on
employee wages quarterly; there may be as much as a four months lag in compiling the
tax information submitted (manually as opposed to eectronically) by small employers.

To smplify the administration of the credit, the employee could self certify that they are
eligible for the credit (as one does for number of dependents) and pay at alower state tax
withholding rate. Reconciliation to tax liability could be done at the end of the tax year.
However payment of the refundable portion of the credit would then be postponed until
the end of the taxable year. Would this reach very low earners? FTB reports that
individual filers with incomes below $9811 and joint filers with incomes below $19,071
are exempt from state income tax, but many file end of the year tax returns to recover
their tax refunds.

The credit is likely to exceed state income tax liability of low wage working families;
thus a refundable tax credit is needed, which requires a General Fund appropriation.
Refundable tax credits pose unique tax fraud challenges for the administering tax
agencies as some unscrupulous individuals have created phony tax refund mills. Urban
Ingtitute reports that refundable tax credits are disproportionately not received by low
wage Hispanic immigrant workers due to limited English speaking skills, low educational
attainment and lack of familiarity with the rules and dligibility for tax refunds; this is the
same population that is disproportionately uninsured.®?

A Healthy Families purchasing credit administered by MRMIB better targets uninsured
low wage families who cannot afford family coverage premiums, has a larger impact in
increasing coverage for the uninsured and uses federal matching funds at a lower state
cost than a refundable state tax credit. The Healthy Families legisation authorizes a
purchasing credit to pay an employee's share of employer premiums.®® MediCal's HIPP
(Health Insurance Premium Payment) Program authorizes the Department of Health
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Services to pay an employee's share of employer premiums. The Healthy Families
program is limited to uninsured children and (if the waiver is approved) to their uninsured
parents. Using the Healthy Families credit targets the funding to those who are offered
coverage, but have not taken up the offer.

The purchasing credit and MediCal HIPP program must be cost effective -- i.e. not pay
more for coverage than Healthy Families and MediCal would otherwise pay for coverage.
It is amost always less costly to the state to use the credit as the employer pays a share of
coverage, but many employer plans have fewer benefits and higher co-pays than the
Healthy Families program does. It is critical to provide supplemental or wrap around
benefits to equalize coverage of those using the credit with those otherwise using the
program without the credit. Wrap around benefits are easy to administer for uncovered
benefits using MediCal's fee for service program, but more difficult to administer for
plans with higher copays and deductibles than Healthy Families.

The purchasing credit is less costly to the state than a refundable tax credit as Healthy
Families has a 2/1 federal match while the refundable employee tax credit might be 100%
state General Fund cost. The refundable tax credit helps both insured and uninsured
families and is thus more equitable for all wage earners but less cost effective than the
purchasing credit in increasing coverage of the uninsured.

There are concerns about crowd out and crowd in at the intersections of public coverage,
public subsidies and employer contributions. Healthy Families reaches a small niche --
less than 2% of Californians -- and is not very likely to induce significant crowd out of
employer sponsored coverage. Healthy Families purchasing credit assists uninsured
families to purchase employer offered coverage; this credit is more likely to prevent than
to increase crowd out. There is a concern that employers in response to a refundable tax
credit which reaches more than half of working families could increase employee shares
of premium and thus substitute the state tax credit to employees for the employer's own
contributions.

Cdlifornia has many mixed immigration status, low income uninsured families.®* Healthy
Families does not reach family members indligible for federal and state public programs.
A refundable tax credit would be the better of the two approaches at reaching immigrant
families who are deterred by their immigration status from enrolling in public programs.

On balance we recommend implementation of the Healthy Families purchasing credit as

the better of the two approaches to increase take up rates of employer offered coverage
by uninsured employees.
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REFUNDABLE TAX CREDIT/VOUCHERSFOR THE FLEX WORKFORCE
(Appendix 3)

A. Research

The flex workforce may account for as much as 30% of workers and include nearly half
of uninsured California workers.®®> The flex workforce includes part time, seasonal,
contract, temporary workers and the self employed. Flex workers are as disparate as the
day laborer, migrant worker, gardener, artist, entertainer and computer consultant; they
have in common a low rate of employment based coverage and high rate of uninsurance.
Flex workers are more disadvantaged than the rest of the workforce because there is
typically no employer contribution. Only self employed flex workers receive any federal
and state tax subsidy (100% tax deductibility for the self employed in 2003) if they
purchase individual coverage. Recent research indicates that lack of coverage for a
growing flex workforce is the key component in the past and projected future declines of
employment based coverage.®®

Flex workers who do have employment based coverage are often covered as a dependent
of a full ime, full year worker.®” Since most flex workers are not covered through their
own employer, the likelihood of crowd out or displacement of existing employer
sponsored coverage for the employee is low.®® The studies we reviewed found that only
12% of flex workers had employment based coverage through their own job; by contrast
most full time, full year employees are offered coverage at work.®® Coverage varies by
the type of flex worker. ™
- Self employed: 39% uninsured, 29% covered through a spouse's job, 25% with
individual coverage and 4% with public coverage;
Part timers: 36% uninsured, 37% covered through their spouses or their own job, 7%
with individual coverage and 17% with public coverage; and
Seasonal: 28% uninsured, 48% covered through their own or a spouse's job, 3% with
individual coverage and 20% with public coverage;
Temps: 53% uninsured,;
On call workers: 33% uninsured, and
Full time workers 15-16% uninsured, 75% with employment based coverage, 3%
with individual coverage and 3% with public coverage.

Flex workers are typically much younger than the overall work force and thus less costly
to insure. In 1995 among all the different types of flex workers, a very large percentage
(estimates ranged from 31-42%) was between the ages of 16 to 24. Their tenures as flex
workers are typically short.”> Asworkers age, they are increasingly likely to spend longer
periods working in the flex workforce.”® 20% of workers aged 50 to 64 are employed in
flexible work arrangements;, demographic trends among the baby-boom generation
indicate that an increasing number of 50-64 year olds may seek similar arrangements in
the future.™

We include in the flex workforce, the 1.5 million salf insured Cdifornians, who are
typicaly older, with higher incomes and greater assets, more males and more non
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Hispanic whites than the part time, seasonal and temporary workforces.” 51% of the self
employed work in the services industry, and this ranges from doctors and accountants to
home care workers;, 10% are in agriculture, comprising over 25% of the agricultural
workforce, The self employed comprise 10% of California's workers. Temp workers by
contrast are mostly young workers and comprise 1-2% of the workforce. "® Part timers are
the largest and fastest growing component of uninsured flex workers.”’

There are a number of efforts to cover flex workers throughout California and across the
country. These include the efforts to cover home care workers, child care workers, public
and academic flex workers, Silicon Valley temp workers, employees in the construction,
high tech, artistic and entertainment industries.”® Typically these efforts include both a
new or revised purchasing structure such as a union, ERISA or association trust or a
public purchasing entity and some form of public and/or employer subsidy. None that we
have reviewed are self financed by the premiums of flex workers themselves other than
Working Today, an association plan for free lancers based in New York. See Models for
Flex Workers Coverage attached.

B. Proposal

Individual refundable tax credits could be an efficient way to fund coverage opportunities
to workers who are unlikely to be covered through their own employment. Challenges in
designing such subsidies include 1) timing, 2) size, 3) smplicity, 4) refundability, 95
targeting and 6) linkage to efficient group purchasing and/or a reformed individual
market.

ITUP recommends refundable tax credits tied to the purchase of health coverage for low
and moderate income persons who are not offered coverage through the workplace. This
means that workers who are not offered employment based coverage (whether flex or
not) can get the credit to purchase coverage.

ITUP's proposdl is that the premium subsidy for the self employed be linked to quarterly
estimated tax payments to the Franchise Tax Board and delivered as a refundable tax
credit/'voucher matched to an individua's quarterly premium payments to carriers.
Franchise Tax Board points out that some of the self employed do not pay estimated
taxes quarterly as their income flows are highly seasonal in nature, especially centered on
the holiday season.

We recommend that the premium subsidy for flex and other uninsured employees be in
the form of a voucher/refundable tax credit and tied to quarterly premium payments to
hedlth plans. FTB and EDD inform us that refundable tax credits have been subject to
fraud by unscrupulous tax mills. The health voucher approach we suggest should reduce
the opportunities for fraud.

Our recommendation is that the premium subsidy is made available for al low and

middle wage workers who are not offered coverage at the workplace. We initialy
proposed limiting this subsidy to flex workers, but the definitional line drawing involved
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(as to who qualifies for the subsidy and who does not) is complex and the results
inequitable (e.g. an uninsured employee working 24 hours or less each might get the
subsidy while those uninsured and working 25 hours might not qualify).

Workers who are offered coverage by an employer, but do not take up offered
coverage would be ineligible for this credit; they could be eligible for premium
assistance through the Healthy Families purchasing credit discussed earlier.

B. Some employers offer coverage to some classes of workers but not to others. e.g.
coverage is offered to store or restaurant managers, but not to other classes such as
salespersons, waitresses, busboys or dishwashers, working less than 25 hours a week.
Under our proposal, part time workers not offered coverage would qualify, but the
full time managers who are offered coverage would not.

C. Some employers such as realtors may offer coverage to clerical office staff, but not to
salespersons earning commissions. The sales staff could qualify for the credit, but the
clerical office staff would not.

D. Thirty to rinety day waiting periods to begin coverage for new employees are not
uncommon among employers. These distinctions exist now for many employers, and
we do not propose to change them.

E. We are concerned that there may be incentives for personnel managers to game the
subsidy by limiting their offers of coverage for example, to higher paid employee and
longer tenured classifications. If this occurs, state and federal law need to be amended
to deny favorable tax subsidies for employment based coverage to employers whose
employee classification systems effectively exclude lower income workers.

F. Individua tax credits’'vouchers will aso be used to finance transitional coverage
during job layoffs or for workers changing jobs. "

We propose that the voucher/refundable tax credit for flex employees be administered
through a cooperative effort of FTB and EDD. FTB receives taxpayer information about
family household income annually. EDD has up to date, employee specific wage
information on a quarterly basis, but does not know the employee's household income.
The uninsured worker would self certify their eigibility for the credit during any quarter
of the tax year; the credit/voucher would begin in the ensuing quarter.®® EDD and FTB
would cross check and audit as necessary.

We want to avoid incentives for offering employers to drop coverage and shift their
employees into the individual market and for insured employees to drop coverage to avail
themselves of the premium subsidy. We recommend that the subsidy for low wage
workers (under 200% of FPL) not offered coverage should approximate an employer's
share of premium cost of basic coverage for small employers. We recommend $1200 for
employees up to age 40, $2400 for employees up to age 55 and $3600 for employees
between 55 and 65; these amounts would need to be adjusted for rising health premiums,
possibly tied to the rate adjustments negotiated by the most efficient group purchasers.®!
The uninsured flex worker must pay at least 10% of the cost of individual coverage and
20% of the cost of family coverage. The employee who drops or declines employer
offered coverage is not eligible for the credit.
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We aso wish to avoid incentives for families igible for Healthy Families to seek the
credit because the cost of the credit/voucher could be 100% state costs while Healthy
Families is 67% federally reimbursed. Our proposed subsidies for larger family sizes are
much lower as a percentage of premium. For family coverage, we are proposing $2,200
for employees up to age 40, $3200 for employees from age 40 up to age 55 and $4500 for
employees from 55 to 64. Under the recent federal guidance letter on federal 81115
waivers, it may be possible to secure federal matching for vouchers for persons with
incomes of less than 200% of FPL.%?

HIPC/PacAdvantage L owest Priced Plan Monthly Premiumsin L os Angeles®

Age
Individual subsidy

Employee only

Employee and
spouse

Employee and
children

Employee, spouse
and children

Family subsidy

Under 30 $91 $210 $200 $294
$1200
$2200

30-39 $106 $232 $207 $346
$1200

$2200

40-49 $122 $266 $231 $367
$2400
$3200

50-54 $167 $335 $249 $408
$2400
$3200

55-59 $205 $400 $288 $449
$3600
$4500

60-64 $255 $500 $342 $607
$3600
$4500

The value of the individua tax credit/voucher should phase down beginning at 200% of
FPL and phase out entirely at $35,000 (adjusted annual gross income) for an individual
and $70,000 for families. For individuals, this is about 400% of the federal poverty level
and somewhat higher than the state's median adjusted gross income of $29,000 for
individuals. For families this is about 400% of the federal poverty level for a family of
four and significantly higher than the state median adjusted gross income of $45,000 for
households. 84

As discussed previoudly, our proposed credit/voucher reaches both low and middle
income tax payers who have no employer contribution and little if any tax subsidy
equivalent to the tax advantages of those covered through their employer. This proposal
achieves tax equity. Some may say that low income earners pay little state income taxes;
however they do pay sales taxes, tobacco taxes, utility taxes, and property taxes. The
reported percentages of the income devoted to state taxes are: 12% of income for the
lowest 20% of households, 9.2% for the second 20% of wage earners and 8.5% of income
for the middle 20% of households.®
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As there are severa federa proposals and federal budget authority for a tax credit for
individuals, California would need to coordinate its approach with the approach if any
eventually approved in Congress.®® A typical federal proposal is $1000 for an individual
and $2000 for a family. These amounts come close to California small employer
premiums for young workers, but do not make coverage affordable for older workers.®’
Our proposal makes coverage affordable for flex workers of all ages.

The individual market has none of the intra workplace premium subsidies of the
employer market. The individual market's premium structure may be more attractive to
young, healthy and high paid workers than the employment based system. For lower
income young workers or for higher income older or sicker workers, individual coverage
is a market of last resort, and its premium structure is a disincentive to enrollment. An
estimated 5% of Caifornians (1.5 million individuals) now receive coverage through the
individual market. The credit/'voucher we propose will attract a new mix of young and
older low and middle income uninsured workers and could add as many as 1.5 million
new enrollees. We expect that most low wage working families will enroll in Heathy
Families, which offers broader benefits and lower premiums. Low and middle income
flex workers and middle income flex worker families will be attracted into the individual
market by the subsidy we propose.

The individual market is now dominated by Blue Cross, Blue Shield, Health Net and
Kaiser Permanente -- large carriers with long experience in this market. The premium
subsidies we propose are likely to attract new market competitors, and the structure of the
premium subsidies should increase price competition and broker marketing efforts in the
individual market.

Individual purchasing can result in adverse selection as individuals may buy coverage
only when they need it. Carrier underwriting policies do exclude coverage for individuals
identified as high risk. Californias individual market has not been reformed (as its small
employer market has been) and requires market reforms that assure access to coverage,
deter adverse selection and restrain underwriting abuses in order to make our proposed
approach viable. It would be unacceptable to subsidize entry into this market and permit
carriers to continue to exclude high risk individuas. We propose the following individual
market reforms:

Guaranteed isste and renewal with a 12 month pre-existing condition exclusion for

those without continuity of coverage (as aready defined under California law)

Age and geography rating

A 25% cap on initial health status rating. %

The market reforms must include transparent pricing so that individuals purchasing
coverage will have access to clear and consistent price information, comparable to other
major purchases such as a car. Other states regulating the individual market made
mistakes which California needs to avoid: such as a pure community rate which led
young healthy individuals to drop coverage and an escape hatch for association coverage
which allowed some carriers to cream the individual market's good risks with association
coverage and leave the bad risks for a few remaining carriers.
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Individual purchasing is not as efficient as group purchasing; we propose combining the
tax subsidies with better access to group purchasing opportunities for flex workers
through associations, Taft Hartley and ERISA trusts, purchesing pools and large
employers and areformed individual market. There is no public purchasing pool
comparable to the HIPC/PacAdvantage for individual purchasers; one needs to be funded
and established. Employer associations, union trusts and self insured large employers
who already purchase coverage should be permitted, indeed encouraged to serve as the
purchasing/bargaining agent for those flex workers with vouchers. Flex workers who
would wish to use their vouchers to purchase coverage through Healthy Families or
MediCal should be allowed to purchase coverage at atransparent and actuarially
sustainable amount.
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81115 WAIVER TO COVER INDIGENT ADULTSWITHOUT
MINOR CHILDREN

(Appendix 4)
A. Research

California covered indigent adults (MIASs) through MediCa with no federal matching
funds until 1983. MediCal coverage was terminated because the state was in recession
and no federal matching funds were available for their care. State funding was transferred
to the counties, which took on the responsibility for operating health systems for indigent
adults. County programs provide care for a mix of chronicaly ill adults and individua
medical emergency episodes for healthy adults.

In Cdlifornia there are about 1.2 million indigent adults with incomes below the federal
poverty line and another 2 million with incomes between 100% and 250% of FPL.%°
Thirty eight percent are parents with children who can be covered under MediCal or
under the state's 81115 waiver to cover the parents of Healthy Families children. Over
60% are adults, who are not parents of minor children and thus not eligible for either the
MediCal or Healthy Families absent a federal Medicaid 81115 waiver to cover unlinked
adults® 75% of uninsured adults are citizens or legal permanent residents and thus are
not disqualified for MediCal by immigration status.®* Persons who have not yet received
full, legal permanent resident status from the Immigration and Naturalization Service can
be eligible for limited scope MediCal benefits (emergency care only).

We estimate that there are 730,000 uninsured unlinked adults below 100% of FPL and
1.2 million uninsured unlinked adults between 100% and 250% of FPL. Under an
approved 81115 Medicaid waiver, citizens and legal permanent residents (75%) would be
eligible for full scope benefits, and undocumented and others without legal permanent
residency status (25%) would be €eligible for limited scope benefits.

Arizona, Oregon, Massachusetts, Tennessee and New York already have federal 1115
waivers to cover indigent adults through Medicaid managed care. Oregon and Tennessee
were particularly successful at reducing their numbers of uninsured through waivers. %

B. Proposal

We propose that California seek an 81115 waiver to cover indigent adults using federal
matching funds. The waiver would cover those adults with incomes below poverty level
(730,000) through MediCa and cover adults with incomes between 100 and 200% of
FPL (900,000) through Healthy Families. An 1115 waiver would allow California to
access federal metching funds for emergency services to adult immigrants not otherwise
eligible for MediCa (roughly 25% of the above figures), thus helping Californias
financially troubled trauma and emergency services.

To smplify this discussion, we use the figures of 100% of Federal Poverty Level (FPL)
for MediCa and 200% of FPL for Hedthy Families. We recognize that many would
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prefer the threshold eligibility of 133% of FPL for MediCal digibility and 133-250% of
FPL for Healthy Families, but the data is more readily available to explain these ideas by
using the figures of 100 and 200% of FPL respectively. The recent federal guidelines put
a severe burden of proof on a state seeking to expand public coverage above 200% of
FPL and make it easier for a state to set the bright line between MediCal and Healthy
Families eigibility at 133% of FPL rather than 100% of FPL.%3

Cdlifornia counties are funded through realignment, Prop 99 and a county match to care
for indigent adults (MIAS). They report spending at least $1.5 billion on care for 1.5
million indigent uninsured.** These funds could be doubled with a federal Medicaid
match or tripled with a Healthy Families style match, but only if the state and counties
are willing to use the money to expand coverage. The Natiorel Governor's Association is
on record in support of expanding Medicaid to cover indigent adults and a bipartisan
group of senators agreed on $28 billion budget augmentation for states to expand their
public programs for the uninsured.

Counties have developed very different local delivery systems and funding, some of
which are excellent models and building blocks to cover the uninsured.®® We propose that
California combine its funding streams for indigent health care, seek a federal waiver to
deliver managed care to the MIAs and allow sufficient local flexibility to induce
pioneering counties' support, cooperation and participation.

Our proposal divides California counties into three groups. CMSP (County Medical
Services Program for small counties), payor and provider MISP (Medically Indigent
Services Program) counties.

County Medical Services Program for 34 Small Counties

County Medical Services Program pays for care to indigent adults in 34 mostly rurd
counties with small populations. CMSP counties operate a fee for service system of care
for the uninsured indigent through the state Department of Health Services. It is Similar to
MediCal, but with no federa matching funds and fewer benefits. CMSP program
eligibility could be readily expanded and needed services added with the infusion of
federal matching funds.

CMSP counties spent $176.4 million in FY 2000 on care for 63,000 users of services (a
cost per user of $2800).%¢ Of that total, 54% was spent on hospital inpatient services, 14%
on hospital outpatient care, 19% on pharmacy and 13% on medical care (this includes
both community clinic services and physician visits).®” The program appears to provide
comparatively little funding for out of hospital care to uninsured indigent adults. In a
recent ITUP study of 10 Northern Caifornia counties, we found that CMSP paid for
approximately half of hospital care to the uninsured; while it paid for only about 15% of
community clinics uninsured visits.*® Clinics uninsured visits were paid in part through
CMSP, EAPC, other state programs, other county programs and the patients
themselves.*
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We estimate that reported users of CMSP services are 80% of uninsured, unlinked
indigent adults below the federa poverty line in the 34 CMSP counties and 37% of
uninsured, unlinked indigent adults below 200% of FPL.% In using the term uninsured,
unlinked indigent adults we refer to individuals who could not qualify for either MediCal
or Healthy Families due to linkage -- a term which includes families with children, the
disabled and aged and excludes single individuals and couples without minor children.

For 1998-9, CMSP was funded as follows:. realignment $124 million, state general fund
$20 million, Proposition 99 $10 million, and county funds $5.5 million. *** The addition
of an equal amount of federal matching funds would allow the program to expand
eigibility, enrollment and access to medical services quite dramaticaly. At recent
workgroups we conducted in Redding and Eureka, California, the participants pointed to
the deterrent effect of MediCal/CMSP assets test and the difficulties they experience in
enrolling igible patients into the MediCal and CMSP programs in rura areas due to the
inaccessibility of county social services offices as the two largest reasons for low
enrollment in public programs.

Solano County is planning to incorporate its program for the medically indigent adults
into its MediCal managed care plan beginning in January 2002. In a recent study we
completed of 10 Northern California small counties, the impact of MediCal managed care
in reducing inappropriate emergency room usage in Solano was apparent and notable.'%?

Medically I ndigent Services Program (M| SP) Payor Counties

Payor counties such as Orange and San Diego, Sacramento, Santa Barbara and Fresno
pay private providers for their care to medically indigent adults. Their care to the
uninsured is financed through realignment, Prop 99 and county matching funds. These
counties have no access to federal matching funds for their MISP programs.

Individual private hospitals in these counties receive significant DSH (Disproportionate
Share Hospital) and SB 1255 funding to defray their costs of caring for the uninsured.'%®
University of California hospitals in Orange, San Diego and Sacramento contribute the
required state/local match. By contrast, in the 10 small Northern California counties we
studied, none of the hospitals reported receiving any DSH funding. 1

Eligibility rules and the eligibility process for the payor county programs are roughly the
sane as for MediCal. Covered services are somewhat less. Provider payments are
typically a modified fee for service within a capped allocation. 1%°

We propose that the payor county programs be incorporated into managed care through
the state's MediCal program. 1%® Setting capitated rates will be challenging because of the
actuarial differences between the population using county systems and the larger and
healthier population of poor persons who are eligible but not using county health
services, the uncertainties of enrollment in an expanded, state administered program and
the lack of good statewide data on this population's use of health care.'%’
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In San Diego County for example, there are 541,000 uninsured -- about 19% of the
county's population under age 65. San Diego County covered 22,000 indigent adults
at a cost of $40 million in the year 1997-8 through its CMS program. We estimate
there are 54,000 uninsured unlinked adults in the county with incomes below 100% of
FPL; about 40% of this eligible population use the county program.

The county reports spending 49% of its CMS budget on inpatient services, 37% for
specialty care and 12% on primary care clinics.

The county's CMS program pays for 22,000 (407 bed days per 1000 uninsured
unlinked adult with incomes below 100% of FPL) inpatient days and 19,000 (351
visits per 1000) emergency room visits and 90,000 medical visits (1.6 visits per
uninsured unlinked adult with incomes below 100% of FPL).*%®

In Orange County for example, there are 667,000 uninsured -- about 23% of the
county's population under age 65. Orange County covered 26,000 indigent adults at a
cost of $52 million in the year 1998-9 through its MSI program. We estimate there
are 67,000 uninsured unlinked adults in the county with incomes below 100% of FPL;
about 40% of this eligible population use the county's MSI program.

The county spends 74% of its MSI budget on hospital services, 20% for specialty care
and 3% on primary care clinics.

1. The county MSI program pays for 39,000 inpatient days (582 bed days per 1000
uninsured unlinked adults with incomes below 100% of FPL) and 16,000 emergency
room visits (239 visits per 1000) and 90,000 medica visits (1.3 visits per unlinked,
uninsured county indigent adult).*%

Provider networks in counties such as San Diego and Fresno is quite restricted and would
need to be expanded.!'® In San Diego, primary care is reimbursed only in community
clinics, and clinics are reimbursed for only 1 in 8 uninsured visits through the CMS
program; *** private physicians would need to be added to the mix. In Fresno, the county's
indigent program is concentrated in a private hospital, the Fresno Community/University

Medical Center, and the network would need to be expanded.

Selected payment rates would need to be increased to MediCal levels. In San Diego and
Orange counties, private hospitals report to OSHPD that their inpatient reimbursements
through the county program for the medically indigent are approximately the same as
under the MediCa program; Orange hospitals, however, report their outpatient
reimbursement under the county program is haf of their reimbursement under the
MediCal program. Fresno private hospitals report their county program payments per
inpatient day and per outpatient visit are about half of the MediCal program. Sacramento
private hospitals report their county program payments per inpatient day and per
outpatient visit are about 10% less than MediCal program payments. 1
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Financing of county health care in payor counties is a mix of reaignment, Prop 99 and

county General funds:

2. For example in San Diego County in 1998-9, county health was financed by $74
million in realignment, $8 million from Prop 99 and $26 million in county General
Funds.**

3. In Orange in 1998-9, county health was financed by $69 million n realignment, $3
million from Prop 99 and $28 million in county General Funds.**

4. County health departments provide more health services than care to uninsured
adults; for example, they provide public health services. Less than half of available
county health revenuesin San Diego and Orange Counties are devoted to their county
programs for the uninsured indigent adults.

The chronicaly ill in particular would benefit from the introduction of a managed care
delivery system, by improvi ng their access to an organized delivery system of primary
and specialty care services.!™® The biggest service deficit in payor counties health
programs for uninsured adults is the lack of access to primary and outpatient care.''®
Access to primary care would need to be greatly expanded to make a managed care
delivery system work in these counties.

Each of these counties aready has a managed care system in place for MediCal families,
and Orange and Santa Barbara County have a managed care system in place for the entire
MediCal population. The addition of low income adults would be easiest for the health
plans in Orange, Santa Barbara and San Diego counties, but would not be difficult for the
commercial managed care plansin Fresno or Sacramento. !’

Orange County has seriously considered merging its MSI (Medical Services to Indigents)
program for uninsured adults into CalOptima, its MediCal managed care system; health
officials in Orange conducted extensive studies, but concluded the MSI program's
funding was insufficient. At ITUP workgroups, Santa Barbara and San Mateo County
health officials have made similar observations, but without the detailed study undertaken
in Orange. The addition of federal matching would double available funding and meet the
funding needs projected by CalOptimain Orange County. 118

Transition to managed care would be manageable in payor counties with the addition of
federal matching funds, which doubles total program funding. Program income eligibility
could be expanded; services and selected provider rates could be increased with the
availability of federal matching funds.

Medically I ndigent Services Program (MISP) Provider Counties
"Provider" counties such as Los Angeles, San Bernardino, Santa Clara, Kern and San
Francisco provide care to the medically indigent adults through county hospitals and

clinics.*® Provider counties care to the uninsured is financed through realignment, Prop
99, county matching funds, and federal funding though the DSH and SB 1255 programs.
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Provider counties eligibility levels are typically broader than the MediCal program, the
CMSP counties and the payor counties. In Alameda and Santa Clara Counties, indigent
uninsured adults are eligible for care with incomes up to 200% of FPL; those with
incomes between 100 and 200% of FPL are expected to pay on a diding fee scale basis.
In Los Angeles County, dliding fee scale contributions are expected for those with
incomes over 133% of FPL. Provider counties do not typically exclude uninsured patients
based on age, immigration status or categorical linkage to MediCal and Healthy Families
as the payor and small CM SP counties do.*?°

Provider counties do not use aMediCal or Healthy Families style enrollment process, but
typically assess patient digibility on an encounter basis. In Los Angeles, a patient's
eligibility is assessed on admission or at the first visit, then re-assessed monthly for
inpatient and semi-annually for outpatient care. In San Francisco, eligibility is reassessed
monthly or on each visit. In Alameda County eligibility is redetermined annually. %

Provider counties rely on a shifting mix of federal MediCal matching through DSH (SB
855) and SB 1255 programs, state realignment and Prop 99 funding and county General
Funds to support their care to the uninsured. The respective contributions are constantly
shifting with recent declines in SB 855 and Prop 99 and recent increases in realignment
and SB 1255 funding. Counties use only a portion of their health revenues for care to the
uninsured; they also provide public health services and care to many MediCal patients.
Unlike MISP payor counties, provider counties have access to federal matching funds for
hospital based care to the uninsured through the DSH and SB 1255 programs.

Alameda County hedth was financed in 1998-9 in part with $48 million from
realignment, $7 million from Prop 99, $40 million from DSH (SB 855), $12 million
from SB 1255 and $48 million from county Genera Funds. In Alameda in 1998-9,
$69 million was budgeted for care to the uninsured.

Santa Clara County hedlth was financed in 1998-9 in part by $42 million from
realignment, $8 million from Prop 99, $43 million from DSH, $12 million from SB
1255 and $37 million in county General Funds. Santa Clara County spent $75 million
on care to the uninsured in 1997-8.

Los Angeles County hedlth was financed in 1998-9 in part by $395 million from
realignment, $66 million from Prop 99, $237 million from DSH, $172 million from
SB 1255, $114 million from the county's 81115 waiver and $160 million in county
Generallfzunds. Los Angeles County spent $772 million on care to the uninsured in
1997-8.

Counties federa funds through DSH and SB 1255 cannot be used to match other federal

funds in meeting the matching requirements for Medicaid and Healthy Families.
However county realignment, Prop 99 and county General Fund can be used as loca

match in the federal MediCal or Healthy Families programs. Some counties aready use a
portion of these funds as the match for DSH, and SB 1255 and more information needs to
be gathered on the extent of matching opportunities in provider counties.
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The financia status of county hospitalsin provider counties is heavily dependent on their
success in attracting and retaining MediCal eligible patients within the county system.
For example in Los Angeles County with the state's largest and highest percentages of
uninsured, the county hospitals inpatient ratios are roughly 1/3 uninsured, and over 55%
MediCal.*?®* Many uninsured patients admitted to the county hospital eventually qualify
for MediCal due to the efforts of county eligibility staff. Some county hospitals are
experiencing declining MediCa participation due to a number of factors including
increasing competition from private hospitals and declines in local MediCal enrollment.

Some Local Initiatives operating MediCal managed care plans have been extraordinarily
successful. They have strengthened local safety net providers, improved the delivery
system for MediCal eligibles, created innovative expansions of coverage and succeeded
in the head to head competition for Healthy Families enrollment.'** Others have been
markedly less successful in these roles.

Delivery systems in provider counties are for the most part based in the county hospital
for both historic and financial reasons associated with medical education and state and
federal financing rules. The relative emphasis each county places on hospital based care
and primary care outside hospital settings is very different.

In Los Angeles, 85% of spending occurs in the county hospitals;, the mix is 53%
inpatient, 37% outpatient, and 8% emergency. 3% is spent for primary care through
community clinics and other private partners.

In Alameda, the mix is 35% inpatient, 55% outpatient, and 8% emergency. 10% is
spent for primary care through community clinics.

In Santa Clara, 82% of spending occurs in the county hospital; the mix is 35%
inpatient, 49% outpatient, and 14% emergency. 3% is spent for primary care through
community clinics.

In San Francisco, the mix is 50% inpatient, 33% outpatient, and 14% emergency.
0.2% is spent for primary care through community clinics.'®

Private hospitals and doctors are not reimbursed by provider counties for their care to the
indigent uninsured, except to a limited degree through Prop 99, SB 12 and DSH.1?° A
study in Los Angeles County noted that less than a third of net DSH funds were used for
care to the uninsured in private hospitals and over two thirds in public hospitals.**’

Contra Costa County is the only provider county which uses its public, managed care
delivery system for its indigent adults. It reported that managed care enrollment by its
indigent adults is quite low and its cost per user is very high: $480 per member per month
or $5760 annually.?® Severa provider counties, including Alameda, Los Angeles and
San Francisco have considered merging the MediCal and uninsured into a single
managed care delivery system, county wide. Obstacles to such plans include competing
interests of local providers, and the challenges of consolidating funding streams and
programs.
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Provider counties report their unduplicated users and expenditures to the state of
Cdifornia. While the accuracy of the county count of unduplicated users is less than
100%, the reported annual cost per unduplicated users and the reported participation of

the county indigent uninsured in county health programs s as follows:

Provider Counties Eligibles, Users and Spending*?°

County Uninsured | Unlinked County Participation | County Spending
uninsured reported rate reported per
adultsbelow | unduplicated uninsured unduplicated
200% of users spending user
FPL

Alameda 200,000 48,000 51,000 100% $69 million | $1350

LosAngeles | 2.6 624,000 797,000 127% $772 million | $970

million
SantaClara | 258,000 62,000 60,000 100% $76 million | $1270

This may indicate that provider counties are doing an excellent job of reaching the
uninsured -- i.e. unlinked, uninsured adults are participating in the provider counties
programs at a much higher rate than in the payor or CMSP counties -- or it could be
distorted by inaccuracies in the count of unduplicated users. Another comparison is to
look at bed days, emergency room visits and outpatient visits for the target adult
population, which avoids the uncertain accuracy of the county report of unduplicated
users. The use of hospital and emergency room care in the provider counties equals or
exceeds that of commercially insured populations while use of primary and outpatient
services is somewhat less than the commercially insured.

Provider Counties: Eligibles, Days and Emer gency and Outpatient Visits'*°

County Uninsured | Unlinked Hospital days | Emergency Outpatient Spending
uninsured and daysper | room visits visits and per unlinked
adultsbelow | 1000 and visitsper | visitsper uninsured
200% of unlinked 1000 uninsured adult below
FPL uninsured adult below | 200% of
(eligibles) adults below 200% of FPL

200% of FPL FPL

Alameda 200,000 48,000 9,000 15,000 165,000 $1440
(187 per (312 per (3.4 per
1000) 1000) eligible)

LosAngeles | 2.6 624,000 250,000 254,000 1,252,000 $1240

million (400 per (407 per (2 per

1000) 1000) eligible)

SantaClara | 258,000 62,000 14,000 28,000 181,000 $1225
(225 per (451 per (2.9 per
1000) 1000) eligible)

For provider counties, instituting MediCal managed care coverage for the MIAS poses
several challenges. competition with private providers, shifting from episodic to managed
care and enrollment of their current patient populationsin MediCal coverage.
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In some California counties, there is aready strong competition between private and
public rospitals over care to MediCal patients, allocation of federal DSH funding,
funding of indigent care and even the renovation and rebuilding of public hospitals.
Moving the uninsured into managed care will open heretofore closed county
programs to contracting private providers. This competition will create conflict
among competing local provider interests requiring resolution by managed care plans.
Care and funding for indigent adults has been heavily concentrated within hospital
Settings in some provider counties. Moving to a more balanced delivery setting may
be perceived as a threat to hospital based jobs, funding, medical education and vested
decision making authority.

Safety net providers report difficulties actualy enrolling their eligible patient
populations in programs such as MediCal and Heathy Families. To the extent that
counties funding is reduced and their patient populations do not in fact enroll; they
are left with less funding to serve the same patient loads -- an untenable resullt.
Provider counties treat working uninsured immigrant populations some of whom
would not be eligible for full scope MediCa managed care services under a waiver.

To resolve these important challenges, we suggest the following options:

Repeal counties 817000 obligations for hedth care; they are outdated and this
responsibility appropriately resides at the state and federal levels who aready provide
the bulk of funding for county health;

Limit counties financial obligations to a base of their three year average expenditures
on the uninsured plus a factor for actual revenue growth;

Place hedlth plans at risk to control price and utilization and put state rather than
county government at risk for the growth in the uninsured population;

Have the funds follow the patients, i.e. county funds are not transferred until patients
actualy enroll;

Give provider counties a "breathing room" option during a two year transition period
to use their Local Initiatives as the dominant managed care option for indigent adults;
As a part of the waiver, seek federal authority for more County Organized Health
Systems -- which allow for a comprehensive, local negotiated managed care system;

L eave an adequate residuum of better allocated safety net funding, and

Give pioneering counties the option to fold in local DSH, SB 1255, SB 12 and EAPC
funding, and implement COHS plans to enroll more of their local uninsured patients.

Important benefits include: increased federal funding for emergency, trauma and primary
care, better access to care and a significantly improved delivery system. This approach
could also help Los Angeles County's public and private providers avoid the threatened
financial meltdown as its waiver phases out.

This approach increases emergency and trauma funding by accessing a federal match
for unlinked adults and for immigrants not now eligible for MediCal or Healthy
Families

It replaces hospital emergency room centered system with a managed care system,
beginning with primary care and linking access to specialty and hospital care.
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It gives the patient choices of provider and links the community and county providers
together in a system of care responsible to the patient.

It replaces Los Angeles County's bail out waiver with its declining levels of federal
support with a sustainable waiver, financing an organized system of care for the
county indigent.

Cdlifornia has substantial federal, state, and county financial commitments to “safety net”
providers and barriers that impede efforts to develop health coverage and systems of care
for the indigent:

Multiple, disconnected programs and funding streams dedicated to the care of the
indigent uninsured.***

Funding streams, financia incentives and delivery systems for care to the indigent
uninsured that are at odds with the managed care approaches for the insured
commercial, MediCal and Healthy Families populations.**

Under ITUP's proposal, the state would connect state and county programs and funding
streams for the uninsured with a federal Medicaid/Heathy Families match. For example,
we would merge stand alone programs into coverage for the uninsured; this would
include programs for adults and families such as GHPP, Family PACT, AIM, MediCa
share of cost, MediCal pregnancy only coverage, Breast Cancer, Prostate Cancer, AIDS,
and Tuberculosis Treatment Funds as well as CHDP screening and treatment and CCS.
Safety net programs dedicated to particular providers such as emergency room doctors,
rural and community clinics, county hospitals, and trauma centers would be merged to
buy coverage for the indigent uninsured. Interested counties would have the option to
organize coherent, local, managed care delivery systems for the uninsured, and the state
would contract with managed care entities and/or operate a fee for service system in the
remaining counties. Federal matching would allow for expansion of eligibility, services
and payments for primary, emergency and trauma care. MediCa managed care would be
able to improve local delivery systems especially for chronically ill low income adults.

We propose to draw a bright line between MediCal and Healthy Families programs so
that al individuas and family members with incomes above that line are eligible for
Healthy Families and all individuals and family members with incomes below that line
are eligible for MediCal. We suggest that the line should be drawn at either 133% or
100% of FPL.** We recommend that the MediCal asset test be eliminated and all the
MediCal subcategories of igibility be consolidated, thus vastly smplifying the MediCal
application and eligibility determination process. We recommend that all net available
income is counted with a single deduction for child care and for work expenses. Some
persons with MediCal eligibility will be shifted into Heathy Families as the
subcategories such as MediCal share of cost or pregnancy only coverage are eliminated.
We propose that eligibility once established is good for one year. If the annua
redetermination process shows an increase or decrease in income, moving the individual's
eligibility between MediCal and Healthy Families, that shift would be done
administratively, rather than requiring the person to reapply for a new program. These
changes will assure continuity of care and require a 81115 waiver.
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Medi-Cal 12-Month Retention for Major Aid Categories, 1994-1997*

Starting  All SSI/SSP AFDC- M/C only M/C Only  Shareof OBRA
Year Cash Families A/B/D Cost

1994 75% 90% 78% 35% 64% 8% 40%
1995 73% 90% 75% 36% 70% 9% 40%
1996 60% 86% 66% 24% 54% 3% 26%
1997 72% 91% 71% 37% 65% 11%

Source: DHS Annual Reports.

The safety net would be funded albeit at a reduced level, reflecting the enrollment of
many of the uninsured in coverage and the shift of their financing. We suggest
restructuring the residual safety net funding so that is linked to the disproportionate
financial burdens of caring for genuinely uninsured patients with no other payment
source. Current safety net funding is not linked to care of uninsured patients with no other
source o payment; it has become a series of intricate and impenetrable institutional
subsidies, reflecting trade-offs negotiated at county and state levels between and among
provider associations and state and county governments. Funding is narrowly channeled
(silo funding): this amount is for emergency room doctors, this portion is for public and
that portion for private DSH hospitals, this pot for community clinics, and that pot for
specialists. We suggest that safety net funding be linked to systems of care for the
uninsured and be proportionate to their care of the residual uninsured.
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visitsfall to 146,600. This county reported use datais from 1997-8 and has not been revised by the
counties.
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